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On March 13, Jose Avalos of the PROBURSA brokerage house told reporters that rising prices of
Mexican debt paper on the secondary market show "Mexico is on the right economic track." Since
the beginning of the year, the selling price of benchmark "par" bonds has increased from 43.375 to
50.125 cents per dollar of face value. In December 1989, the price on such bonds was 36 cents. The
price for "discount" bonds has increased from 64.5 to 68.375 cents on the dollar since early January.
Both types of bonds were created under the Brady Plan, which restructured the government's
foreign debt. Implemented in early 1990, the plan offered creditor banks three options: lend new
money to Mexico (as "new money" bonds), issue new bonds that forgive 35% of the original
principal (discount bonds), or issue new bonds that maintain the original principal but pay a lower
interest rate (par bonds). Only one out of 10 creditors selected the new money option. Most took the
loss in interest or principal in order to reduce exposure. The restructuring reduced the government's
debt service by roughly $1.5 billion a year. Analysts say the government's privatization program and
the debt reduction plan boosted secondary market prices. Additional factors that have pushed prices
up are summarized below. * The popularity of the government's debt-for-equity swaps. Both par
and discount bonds can be converted, at a discount, into stock in certain projects and companies
under a special program. Since July 1990, $2.5 billion in debt has been converted into equity. *
Pension plans and savings funds are among the large investors showing greater interest in Mexican
bonds, mainly because of high interest rates, and sound backing. Collateral for the principal of the
new debt is provided by a US Treasury bond issue, while $5.7 billion in new loans were taken out
to guarantee interest payments on the Brady bonds. * Government buybacks, although officials
have denied such transactions. Secrecy is required, since if traders were certain the government is
purchasing its own bonds, prices would increase, and the government would have to spend more
money. (Sources: The Mexico City News, El Nacional, El Universal, 03/14/91)
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